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This idea of Socialism, as seen in the Soviet Union, developed further from the ideas that Karl Marx 
portrayed in his work The Communist Manifesto. Marx’s emphasis was on the new clash between capital and 
labor and getting rid of the class system that controls the means of production. He believed these classes used 
their power to exploit the labor class.  

 In a capitalistic system private individuals or businesses own capital goods and property. They decide 
when and how to produce goods. The production of goods and services are based on supply and demand in 
the general market, not what the government mandates. Adam Smith brought about the 
idea of capitalism when he argued against mercantilism. Smith also proposed the idea of 
an invisible hand – an idea that free markets will regulate themselves through 
competition, supply and demand, and self-interest – in his book The Theory of Moral 
Sentiments. There are many different variations of capitalism, but most countries have a 
mixed capitalistic system. This means there is some level of government regulation on 
businesses and production. Smith believed there should be a limited government but did 
see the value in having a government for education and defensive purposes.  

 There are many advantages and disadvantages of capitalism and socialism. 
Perhaps the biggest apparent advantage of socialism is that the government spreads 
wealth to everyone, eradicating class distinctions. The government also manages the 
means of production which helps to ensure private enterprises cannot exploit these means 
for personal gain. However, socialism also has disadvantages. One weakness lies in the 
fact that for this system to work there must be no corruption. This system stems from the 
belief that humans are generally good and will do whatever it takes to help others. There 
are other disadvantages of socialism such as a reduction of innovation levels, 
discouragement of competition, and more government spending. 

 Perhaps the biggest advantage of capitalism is the fact there is an immense 
amount of economic growth and efficiency. This causes a higher standard of living, 
greater exports, and the ability to produce what the markets demand. Other advantages of 
this system are people turning their skills into ways to make money, self-regulation, and 
limited government spending. However, capitalism also has disadvantages. One 
disadvantage is the system allows for inequality, due to being able to pass down wealth to 
future generations. This system also does not always allow for growth as there are 
recessions and high unemployment periods. For this system to grow and sustain itself, 
people must buy products.  

 So, would capitalism or socialism do a better job with eliminating extreme poverty in developing 
economies? This is a hard question to answer due to the many unique variables that each developing country 
has and no one country being fully socialist or capitalist. Perhaps one way to answer this question would be to 
look at the system each economy has in relation to the three classifications. Research shows many developed 
economies are closer to a capitalistic system than a socialist system. Additionally, most 




